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ANALYSIS OF THE EAST GERMAN BUDGET FOR 1956

[Comment : This repart presents an analysis of phelhst Ger-
man budget for 1956, ss publieghed on 25 December 1955 in Wochen-
bericht des Deutschen Instituts fuer Wirtschafteforschung, the
—_ner =5 Jeurscn

vweekly report of the German 10SLitute Tor BeOROmMic Research,a&bst
German organizstisn Aevsted to the conduct of economic research,
located in Berlin. ]

The East German opudzes encompasses all aspects of life and economy, to a
much larger degree than do tne budgets of Western countries. It comprises all
profits and losses »: the nationalized industries, which constitute about 85
percent of all industry, ard tr: 100-percent nationalized (atate-owned) bank-~
ing insurance, and wholegale traiing enterprises. It also covers the whole
field of social welfars, including the soclal insurance budget. In additien,
1t contains all funds, such as torsumpiicn tax receipts and price subsidies,
vwhich appear within the framewerk of government price regulation.

Furthermore, as s result 3t the vrevailing form of state financing, the
bulk of all investments, aamely those of the nationalized sector, are contained

in the budget. Even the sa-called “capital market investments" of the private
sector are listed at lesst in the appendix of the budget.

Unfortunately, the law an thne Bulget Plan for 1956 furnishes only the usual
over-all figures for the individusi budgets of the national administrations of
» the Bezirke and for social insurapce. The voluminous explanations and interpre-

tations of the budget, publisred in various sources, furnish little additional
information,

However; by combining knzwledge of financial procedures of previous years,
the few absolute figarss given. and the ample supply of percentage flgures, it

is possible to describs the moat important asspects of the national financial
picture.

Public Revenues

In the budget “or 1956, the first siguificant point is that its volume is
about one billion DM luwer than last y2ar even though the Economic Plan for 1956
provides for en B-percent praductian increase within the industrial sector, the
main area of the state-swned {nationslized) econemy. A certain expansion of

public finance would sppesr mcre likelﬁ though uot necessarily one proportionate
to the industrial expaision

Commentators in Fast Cermany pLace great emphasis on this phenomenon. They
stress the fact that the increasing profitsbility of the people-owned economy re-
lieves the treasury of the ouligsticon of paying high subsidies to deficit enter-
prises and claim that thie, in turn, despite & reduced budget, permits increasing
expenditures for investment purposes.

The profitability of a number of enterprises actually may have improved as
a natural development ¢f cvercoming initisl difficulties. However, a correct
interpretation of the statistics themselves points to many other factors equally
responsible for the reductien in the eize of the budget.

The grand total of budgetv receipts dropped to 37.1 billion DM from the 1955
plan figure of 38.2 ©illiin I®, which was almost exactly matched by actual reve-
nue. The net figures shcw a reduction from 35.6 billion DM to 34%.9 billion DM,
after elimination of all duplicste entries through mutual clearing operations

covering the national (state) budget, the Bezirk budgets, and the social insur-
ance system.



?"-kﬁever, In view et the relatively slight increase of 5 percent in retail
trade turnover provided for in the Economic Plan, and in view of the practically
unchanged price level of retail prices, an increase in excise taxes of well over
500 million DM is probable; the latest figure on total return from these taxes
amounted to 12.4 billiocn TM. On the other hand, there is likely to be a reduc-
tion of at least one billion DM in the actual yield from excise taxes because,
as of 1 January 1956, no more production taxes will be levied for export orders;
the policy has been thst the taxes must be paid first, but are afterward reim-
bursed through the price-equalization provisions for export trade. Therefore,
the net result will probably be a reduction of about 500 million DM in the re-
turn from excise taxes.

Additional receipts expected from the private sector of the economy and
from wage taxes, however, are to amount to about 350 million DM; hence, total
tax revenue should remsin about the same as ‘last year.

No amount is given for "other receipts"; these include administrative re-
turns as well as receipts from public institutions, etc. Last year this item
must have contained an smount of about 700 million/DM in eredits; hence, it is
likely to be lower this year than last. In 1955, the comparable amount of re-
ceipts from the people-owned economy, therefore, must have been a few hundred
DM lover than in the preceding year.

There is, however, still another aspect of the picture to be considered
in this connection: In 1955, according to the rules concerning the financing
of people-owned enterprises, sach plant has been given the opportunity, within
certain limits, to finance its own investments from its own working capital.
The Budget Plan for 1956 sets aside 819 million DM for this purpose, out of
which about 800 million LM is earmarked for investments, as compared with last
year's 530 millien DM Thus; though the payments to the state-budget will be
correspondingly reduced, the same surpluses as last year seem to be expected
from the enterprises, 1in spite of the scheduled increased in production.

The figure for receipts from social insurance is 200 million DM lower.
Here again, the infermiation is unfertunately so inexact that it is impossible
to ascertain which part cof these receipts is based on membership contributions
and which part on state subsidies, such as annuities for war victims, ete.,
which are paid out through the soclal insurance system by the state. The plan
for 1955 lists the clearing accounts to be settled between social insurance and
the state at 1,060,000,000 Di. No specific amount is mentioned for 1956, but
calculations based on otber figures reveal a sum of 650 million DM; this amount
also contains payments by thne social insurance system to the state.

Since an expansion of the lsbor force during the current year can hardly
be expected, an increase in membership contributions to social insurence is im-
probable. It is certsin, however, that receipts will be reduced at least by
sbout 200 million DM: tiis figure would have represented contributions from
artisan and private peassnts, whose insurance with the social insurance system
will be terminated as sf 1 January 1956; they will have to take out their in-
surance with the Cermsn Insurance Agency (Deutsche Versicherungsanstalt). This
regulation was introduced because the contributions paid by these groups to the
sociel insurance system =llegedly did not cover the required payments and led
to a deficit of 280 million DM.

Public Expenditures

The structure of the main expenditure groups has changed little. Includ-
ing the clearing account of 650 million DM with the social insurance system -~
a figure which is the same both in the revenue and in the expenditure section
of the budget -- totsal expenditures for 1956 amount to 35.5 billion DM. fThis
amount is more than 1.2 billion DM below the comparable amount of last year,
vhich included & clearing account of 1,158,000,000 DM with the social insurance
system (Plan for 1955: 1,056,000,000 DM).
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According ts the Budget Law the reople-owned economy receives contriby- i
tions amounting teo 5,240,000,000 DM from the state budget. These funds are to L.
be spent for investments,. defiecit financing and price supports » Subsidies of e
working capital, and other expenditures of the people-owned economy. Of the
h,Sh0,000,000 DM in state-financed investments, an amount of 3,890,000,000 M
goes to the pecple-owmed, economy and about 600 million DM is allocated for res- [
idential construction. Investments financed by the enterprises themselves, i
amounting to 398 mi1lion DM, have to be added to the investments of the people-
owned économy; however, thiey come out of the earnings of people-gwned enter-
prises; and payments made by these enterprises to the state budget will be re-
duced correspondingly .

The investments planned for people-owned residential construction in 1955

8seem to have been approximately realized. Residential construction in 1956 has St
been transferred to = large extent to cooperatives for residential canstruction
vwhich were financed under the Long-Term Credit Plan, The Long-Term Credit Plan,
for which the Budget Lov or 1955 stipulates an amount of 1,770,000,000 DM (plan
for 1955: 1 $370,00G, 0500 o}, provides not only for the financing of cooperative
and private residencial cingtruction, but also for the financing of investments
for rationalizatien of people~-owned enterprises (1955 actual: 100 million DM;
1956 plan: 250 millica DM}, for the bulk of the investment in the LPGs (agri-
cultural producer cocprratives) (1955 actual s 290 million DM: 1956 plan: 347
million DM), and for investments in private agriculture (1955 actual: @4 mil-
lion IM; 1956 pian. 10- million DM).

Purther demands. 1n an wikniuwn amount, have been made on the Credit Plan

in 1955 by privats ing #TxY; this was done on the basis of a privilege, granted
L in 1953, which entirleq this sector of the economy to use 25 percent of its

earnings, tax-tree, 1 or Lavestments. This privilege will be almost completely
abolished ip €arly 193¢; the ourrent Long-Term Credit Plan, therefore, probably
provides only an insigniricant amount for Private Industry, in view of the pre-
vailing trend in eo ¥imic policy which tends to prevent all growth in the pri-
vate sector of the eeonomy .

In additicn te the sbove-mentioned sources of investment financing, amorti-
zation payments masde bV <he enterprises to the German Investment Bank are also []
drawn upon: these Tands are used wainly for replacements and general repairs.,

The size of these ameriization funds must not be overestimated since the rateg
of amortization, which are Tlxed by the state, are relatively Low.

According to 3
for 1955 have vean
investments is to incre

€ o 147 of Naues Deutschland of 1955, total investments
sted at 5.1 billion DM. In 1956, the state's share in

39-7 percent, from 4.9 billion DM to 6.8 billion DM. ’
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Deducting the stste-financed investments of 3,890,000,000 DM from the
5,240,000,000 DM Provided for the people-owned economy leaves 1,350,000,000 DM
for the deficit and - supports for the people-owned economy and other ex-
penses, including 25 miilton DM in subsidies of vorking capital.

This amount !5 rot spacified in the budget for 1955; the figure is much
lower in the plan fer 1995 than in that for 1955, supposedly because of the con-

siderable reduction in th: number of difieit [unprofitable] enterprises. »

e The bulk of the expendlitures for agriculture and forestry goes into supa

= sidies to private Peas s the form of increased prices for agricultural prod-
ucts they sell ts the government collection agencies in excess of their compul -
sory delivery quotas. 1n addition, there are MIS expenses (1955 plan, 764 mil- -
lion DM, actual: 799 million DM; 1956 plan: 839 million DM), The subsidies
planned for LPGs in 195G are also contained in this item; they amount to 96 mil-
lion DM in 1956, which is 46 million DM more than last yesr. Of this figure, 25
million DM is provided for snpplementing the fixed, movable, and animal inventory
of those underdevelopad fsrms which were transformed into LPGs from so~-called lo~
cal agricultural enterprises.,
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The following table shows expenditures according to the Budget Plan for
1956 as compared with planned and actual expenditures in 1955 (in million DM):

1955
Plan Actual 1956 Plan

Investments, people~cwned 2ecnomy 2,250

3,135 4,540
Investments, people-cwoed residential
construction, and otasrec 784 -

Subsidies, people-cwvnsd :congmy 2,042 1,350

Agriculture and forestrv, incl expendi-
tures for Mrs 3,72k 3,765

Price equalization, f3r=1zn trade 3,823 -
Materials reserve ' 129 3,090

BEducation, science, cul nure, promotion
of youth, sports 3,641 55598

Social welfare and health 1,327 -
Social insurance 5,888 5,713
State administratisoe 2,690 2,700
Ocupation costs* 1,8:3 1,780
Debt redemption sad interest psyments 450 126%
Other expenditures 7,006 6,200
Total 35,597 35,615 34,862
Duplicate entries 2,541 2,251
Surplus 29 23
Grand Total 38,167 -- 37,136
* According tu the plan, always 5 percent of total annual receipts.
** Estimated
To what extent price equalizations for foreign trade have actually been
used in 1955 remains wckuswn; the planned amount vas 3.8 billion DM. As ex-
plained before, it is certain that this item has been considerably reduced in
the plan for 1956; at most, it was fixed at 3 billion DM. The amount of 3,090

million DM in the preceding table of expenditures contains, in all likeltihood,
an increased amount for the materials reserve of the state.

Next to the expenditures for the development of the economy, a large part
of the total is spent on planned expenditures in the fields of labor, social
welfare, health, educstion, art and sclence, the promotion of youth activities
and sports (1954, 3.8 percent; 1955, 30.5: percent; 1956 plan, 32.5 percent),
For the budget account in 1955, only an over-all figure of 10.8 billion MM is
given, which, incidentslly, is only 14 million DM below the planned. amount.
Over-all expenditures for 1956 have been increased by 500 million DM.
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A speclally esrmsrked reserve of 68 million DM planned by the social ip-
surance system for 1955 was not established; this is probably due to the in-
creased drain on socisl insurance because of a further inerease in sickness.
Up to 1954, receipts Ior social insurance did not cover expenditures; now, an
earmarked reserve amounting to 180 million DM is planned for 1956; East Ber-
1in has to contribure Just under 7 million DM to this fund to be paid out of
1ts own budget to the Berlin Insurance Agency.

In addition to the expenditures for secial insurance, which total 5713,000000
DM, the budget is Gebitad, for the first time, with & subsidy of 108 million DM
for the German Imsurinre Agency; this was necessitated by the previously men-
tioned change ir ths 7arm of insurance for private crafts and trades enter-
prises.

Expenditures :2r stute administration have been almost constant for sev-
eral years; in 195% they are said to have been somewhat lower than in the pre-
ceding year. With r- £3rd t9 occupation costs, it was officially announced in
August 1953 that, st ing in 1954, they would amount to 5 percent of the gross
receipts of the natisnsl budget. Hence » the occupation costs of 1,843 millim
DM in 1955 must have “eez above the amount of the preceding year, while the
costs are supposed t- be lgower in 1956 because of the reduction in the size
of the budget, ACerding to plan. It is doubtful whether this schematic lower-
ing of the planned asgunt will actually lead to smaller withdrawals; it should

been below the anned i !

Interests on prowsr oredit claims (Uralt Guthaben), which were planned at
227 million DM £or 1955, will not come due again before 1958; the amount for
redemption and intersge psyments provided for in the 1956 plan will therefore
be considersbly helsw set ysgr's plan figure.

The budget items wrich have so far been discussed add up to an amount
which is below tus X far total expenditures (mot including duplicate en-
tries) by 7,006,000,500 M for the 1955 plan and by 6.2 billion DM for the
1956 plan. These residusi amounts cannot be further itemized.

Ificially announced that 975 million DM will be needed
ted with the organization and support of the National
People's Army." [ioi bas been published on the extent of the costs of arm-
ing end equipping the sray. These probably consist in the main ef edditionel
exports in payment ;.- viet deliveries. They are doubtlessly covered by the
above residual amuunie s are the costs of the Soviet-Cerman Wismut Enter-
T is5 be a place in these residual, unspecified amounts
tments which are needed for military purposes; because
East Germany certairly nas no interest in offering a detailed presentation of
such items.




